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13.RuralHealthClinics(RHC): 


For services providedby an RHC and other ambulatory services that are covered under 

the planand furnished by an RHC
in accordance with Section423 1of the State Medicaid 
Manual (HCFA Pub.45-4). 

For RHC facilities employing the Prospective Payment System (PPS) Methodology. 


(a) In accordance with Section 1902 (aa)of the Social SecurityAct as 
amended by the Benefits Improvement and Protection Act@PA) of 2000, effective for 
the RHC’s fiscal year which includes datesof service occurring January1,2001, and 
after, RHC’s will be reimbursed aPPS per visit rate for Medicaid covered services. 
There willno longer be a cost settlement for RHCsfor dates of services on or after 
January 1,2001. 

(b) The PPS per visit rate for both hospital-based and freestanding RHCs will 

be calculated based on one hundred percent
(100%) of the averageof the RHC’s 
reasonable costs for providing Medicaid covered servicesas determined from audited cost 
reports for theRHC’s 1999 and 2000 fiscal years. The PPS per visit rates will be 
calculated by adding the total audited reimbursable costsas determined from the1999 
and 2000 cost reports and dividing twoperiods.by the total audited visits for these same 


(c) For hospital-based RHCs, an interim PPS per visit rate for each RHC will 

be calculated based upon
the encounter rate from the latest finalized cost report 
settlement, adjustedasprovided for in Subsection (h). For freestandingRHCs, the 
interim PPS per visit rate for each RHC willbe based upon the per visit rate in the 
Medicaid payment systemas of December 31,2000, adjusted asprovided forin 
Subsection (h). When the commission has determined afinalPPS rate, interim payments 

will be reconciled back to January
1,2001. 

(d) Reasonable costs, as used in setting the interimPPS rate, the PPS rate or 

any subsequent effective rate,
is defined as those costs which are allowable under 
Medicare Cost Principlesas outlined in42 CFR part413. The cost limits that were in 
place on December3 1,2000, shall be maintained in determining reasonable costs. 
Reasonable costs shall not include unallowable costs. 

(e) Unallowable costsare expenses which are incurred by
anW C ,a d which are 

not directlyor indirectly relatedto the provisionof covered services according
to applicable 

laws, rules, and standards.
An RHC may expend funds on unallowable cost items, but those 
costs must not be included in the costreport/survey, and they are not used in calculating a 

ratedetermination.Unallowablecostsinclude,butarenotnecessarillimitedto,the 

following: 
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(1) Compensationintheform of salaries,benefits, or anyformof 
compensation given to individuals who are not directlyor indirectly related to the provision 

of covered services; 


(2) Personal expenses not directly related to the provision of covered 
services; 

(3) Management feesor indirect costs thatarenot derived fiom the actual 
cost of materials, supplies,or services necessaryfor the deliveryof covered services, unless 

the operational need and cost effectiveness be demonstrated; 


(4) Advertising expenses other than those for advertising in the telephone 
directory yellow pages, for employee or contract labor recruitment, and for meeting any 
statutory or regulatory requirement; 

(5) Businessexpensesnotdirectlyrelated to theprovision of covered 

services. For example, expenses associated with the sale or purchase of a business or 

expenses associated with the
sale or purchase of investments; 

(6)  Politicalcontributions; 


and costs,
(7) Depreciation amortization of unallowable including 

amounts in excess of those resulting
fkom the straight line depreciation method; capitalized 

lease expenses, less any maintenance expenses,
in excess of the actual lease payment; and 
goodwill or any excess above the actual of the physical assets at the timeofpurchase. 

Regarding the purchase
of a business, the depreciable basisbe the lesser of the historical 

but not depreciated cost to the previous owner, or the purchase price of the assets.Any 

depreciation in excess ofthis amount is unallowable; 


(8) Tradediscountsandallowances of all types,includingreturns, 
allowances, and refunds, received on purchasesof goodsor services. These are reductions of 
costs to which they relate thus, by reference, are unallowable; 

(9) Donatedfacilities,materials,supplies,andservicesincludingthe 
valuesassigned to theservicesofunpaidworkersandvolunteerswhetherdirectlyor 
indirectly relatedto covered services, exceptaspermitted in 42 CFR Part413; 

(10) Dues to alltypes of politicalandsocialorganizations,andto 
professional associations whose functions and purpose are not reasonably reIated to the 
development andoperationof patient carefacilities.litiesand 
care services; 

SUPERSEDES: NONE - NEW PAGE 
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(11) Entertainmentexpensesexceptthoseincurredforentertainment 
provided to the staff of the RHC as an employee benefit. An example of entertainment 
expenses is lunch during the provision of continuing medical education on-site; 

(12) Board of Director's fees including travel costs and provided meals for 
these directors; 

(13) Finesandpenalties for violations of regulations,statutes, and 
ordinances of all types; 

(14) Fund raising and promotional expenses exceptasnoted in paragraph 
(4) of this subsection; 

(15 )  Interest expenses on loans pertaining to unallowable items, such as 
investments. Also the interest expense onthat portion of interest paid whichis reduced or 
offset by interest income; 

(1 6)  Insurance premiums pertainingto items of unallowable cost; 

(1 7) Any accrued expensesthat arenot a legal obligation of the provider or 
are not clearly enumeratedas to dollar amount; 


(18) Mileage expense exceedingthe current reimbursement ratesetby the 
federal government forits employee travel; 

(19) Cost for goodsor services whichare purchased from a related party 
and which exceed the original cost to the party; 

(20) Out-of-state travel expenses not related to the provision of covered 

services, except out-of-state travel expenses for training
courseswhich increase the quality of 

medical care and/or the operating efficiency
of the RHC; 


(21) Over-fundingcontributions to self-insurancefundswhichdonot 
represent payments based on current liabilities; 

(f) A visit is a face-to-face encounter betweenanRHC patient and a 
physician, physician assistant, advanced nurse practitioner, certified nurse-midwife, 
visiting nurse, or clinical nurse practitioner. Encounters with more than one health 
professional and multiple encounters withthe same health professional that take placeon 

the same day and at a single location constitute a single visit, except where one
of the 
following conditions exist: - .--?.--=_w_I 
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(1) After the first encounter, the patient suffers illness or injury 

requiring additional diagnosis
or treatment; or 


(2) TheRHC patient has a medical visit and an “other” health visit. 

(g) A visit is a face-to-face encounter betweenanRHC patient and a 
physician, physician assistant, advanced nurse practitioner, certified nurse mid-wife, 
visiting nurse,or clinical nurse practitioner.An “other” health visit includes, butis not 

limited to, a face-to-face encounter between
anRHC patient and a clinical social worker. 


(h) Effective for eachRHC’sfiscal year which includes dates of services 
occurring on or after October 1,2001, subsequent increasesinanRHC’sPPS per visit 
rate or the effective rate shall in the Medicare Economic Indexbe the rate of change 

(MEI) for Primary Care. 


(i) The effective rate is the rate paidto theRHC for the current fiscal year. 
The effectiverate equals the base rate plus ME1 for eachof theRHC’sfiscal years 
since thesettingof itsPPS rate. The effectiverate shall be calculated at the of each 
RHC’s fiscal year and shallbe applied prospectively for that fiscal year. 


(i) An adjustment shall be made to the effective rate if change is due to a 
change in scope.An RHC or the commission may request an adjustmentof the effective 

rate equal toone hundred percent(100%) of reasonable costs
by the filingof a cost report 

and the necessary documentation to support
a claim that theRHC has undergone a change 
in scope. Acost report, filedto request an adjustmentin the effective rate, maybe filed at 

any time during an RHC’s fiscal year but no
later than five( 5 )  calendar months after the 
end of the RHC’s fiscal year. All requests for adjustment inthe RHC’s effective rate 
must include at least 6 months of financial data. Any effective rate adjustment granted as 
a result ofsuch a filing must be completedwithin sixty (60) days of receipt of a workable 
cost report and documentation supporting theRHC’sclaim that ithas undergone a change 
in scope. Withinsixty (60) days of submitting a workable cost report,HHSC or its 

designee shall make a determination regarding a new effective rate. The new effective 

rate shall become effective the first day its
of the month immediately following 
determination. All subsequent increases shallbe calculated using the adjusted effective 
rate. 

(k) Any request to adjust an effective rate must be accompanied by 

documentation showing that the
RHC has had a changein scope. 


(1) A change in scope of services provided by an RHC includes the addition 
or deletionof a service or a change in the magnitude, int 

supersedes NONE - NEW PAGE 
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(1) Increase in service intensity attributable to changes in the types of 
patients served, including but not limited Hiv/AIDS, homeless, elderly, migrant, other 
chronic diseasesor special populations; 

(2) Any changes in services or provider mix provided by anRHC or 

one ofits sites; 


(3) Changesin operating costs which have occurred during the fiscal 
year and whichare attributable to capital expenditures including new service facilities or 
regulatory compliance; 

(4) Changes in operating costs attributable to changes in technologyor 
medical practicesat the center; 

(5) Indirectmedicaleducationadjustmentsandadirectgraduate 

medical education payment that reflects costs of providing teaching servicesto interns 

and residents;or 


(6) Any changes in scope approved by the Health Resources and 
Service Administration (HRSA). 

(m)Aworkablecostreportincludesthefollowing: 


(1) For a hospital-based RHC, complete HCFA Form 2552 and HCFA 
Form 339 with Certification by an Officeror Administrator including: 

(A) M-1 (Analysis of provider-basedRHCcosts). 

(El) M-2 (Allocation of overheadtoRHCservices). 

(C) M-3 (Calculationofreimbursementsettlement forRHC 
services). 

@) M-5 (Analysis of payments tohospital-basedRHCservices 
rendered to program beneficiaries). 

(E) S-8 (StatisticalDatahformation Purposes). 

(F) RHC net expenses for allocation of costs for services 
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(G) Hospital’soverheadworksheetexpensesallocated to each 
of the hospital-basedRHC cost centerson worksheetB, Part I (column 27 minus column 
0) trace properlyto line 15, column 5 onM-2 worksheet for each hospital-basedRHC.. 


(2) For a freestanding RHC, a complete HCFA 222 Form and HCFA 
339 form with Certificationby an Officer of Administrator. 

(n) Once the base rate for anRHC has been calculated, theRHC shall be paid 

its effective rate without the need
to file a cost report. Exceptas specified in subsection 
(o),a cost report shall onlybe required if the RHCis seeking to adjust its effective rate. 

(0) New RHCs shall file a projected cost report within90 days of their 
designation to establish an initial payment rate. The cost report will contain the RHC’s 
reasonable costs anticipatedto be incurred during theRHC’s initial fiscalyear. The RHC 
shall file a cost report withinfive (5) months of the endof the RHC’s initial fiscalyear. 
The cost settlement must be completed withinsix (6)months of receipt of a cost report. 
The cost per visit rate establishedby the cost settlement process be the base rate. 
Any subsequent increasesshall be calculated as provided herein. A new RHC location 
established by an existing RHC participatingin the Medicaid program shall receive the 

same effective rateas the RHC establishing the new location.
An RHC establishing a 
new location may requestan adjustment toits effective rateas provided hereinif its costs 
have increasedas a resultof establishing a new location. 

(p) In the event that the total amount paid to anRHC by a managedcare 
organization is less than the amount that the RHC would receive under PPS, the state will 
reimburse the difference on a quarterly basis. The state’s quarterly supplemental payment 
obligation willbe determinedby subtracting the baseline payment under the contract for 
services being provided from the effectiverate without regardto the effectsof financial 

incentives that are linked in patient costor bonuses.
to utilization outcomes, reductions 


(q)Submission of Audited Medicare Cost Reports.
An RHC shall submita copy 
of its audited Medicare cost reportto the state within15 daysof receipt. 
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13. RuralHealthClinics(RHC): 


For services provided by an
RHC and other ambulatory services that are covered under 

the plan andfurnishedby an RHCin accordance with Section 423
1of the State Medicaid 
Manual (HCFA Pub.45-4). 

RHCs maybe reimbursed usingan alternative methodology. Written and signed 

agreementswill be obtainedh m  all RHC providers agreeingto the alternative 

methodology. 


(a) In accordance with Section 1902 (aa)of the Social Security Act as 

amended by the Benefits Improvement and Protection Act (BIPA)
of 2000, effective for 

the RHC’s fiscal year which includes dates
of service occuningJanuary 1,2001, and 
after, RHC’s will be reimbursed aPPS per visit rate for Medicaid covered services. 

There will no longer be a cost settlement for
RHCs for datesof services on or after 
January 1,2001. 

(b) The PPS per visit rate for both hospital-based and freestandingRHCs will 
be calculated based on one hundred percent (100%) of the averageof the RHC’s 

reasonable costs for providing Medicaid covered services
as detennined fiom audited cost 

reports forthe RHC’s 1999 and 2000 fiscal years. The PPS per visit rates will be 

calculated by adding the total audited reimbursable costs
as determined fiom the 1999 

and 2000 cost reports and dividing
by the total audited visits for these two periods. 

The per visit rate using
this alternative methodology will provide reimbursement equal to 

or greater than what would have occurred under PPS. 


(c) For hospital-based RHCs, an interim PPS per visit rate for each RHC will 
be calculated based upon the encounter rate from the latest cost report settlement, 
adjusted asprovided forin Subsection(h). For freestandingRHCs, the interim PPS per 
visit rate for each RHC be based uponthe per visit rate in the Medicaid payment 
system as of December 31,2000, adjusted asprovided for in Subsection(h). When the 
commission has determined a final PPS rate, interim payments will be reconciled back to 
January 1,2001. Adjustments willbe made only if the interim payments areless than 

what would have occurred under PPS. 


(d) Reasonable costs, as used in setting the interim PPS rate, the PPS rate or 

any subsequent effective rate, is defined
as those costs whichare allowable under 

Medicare Cost Principles as outlined in 42 CFR part
413. The cost limits that were in 
place on December3 1,2000, shallbe maintained in determining reasonable costs. 
Reasonable costs shall not include unallowable costs. 

SUPERSEDES: NONE - NEW PAGE 




value 

State of Texas 

Rural Health Clinics 


Attachment 4.19B 

Page 5g 


(e) Unallowable costsare expenses whichare incurred by anRHC,and whichare 

not directly or indirectly related to applicable
to the provisionof covered services according 

laws, rules, and standards. onunallowable cost items, but those
An RHC may expend funds 
costs must notbe included in the costreportsurvey, and theyare not used in calculating a 
ratedetermination.Unallowablecostsinclude,but are not necessarilylimitedto, the 
following: 

(1) Compensation in theformofsalaries,benefits,oranyform of 

compensation given to individuals who are not directly
or indirectly related to the provision 

of covered services; 


(2) Personal expenses not directly related to the provision of covered 

services; 


(3) Management fees or indirect costs that are not derivedfi-omthe actual 

cost of materials, supplies,or services necessary for the delivery
of covered services, unless 

the operational need and cost effectiveness can be demonstrated; 


(4) Advertising expenses other than those for advertising in the telephone 
directory yellow pages, for employeeor contract labor recruitment, and for meeting any 
statutory or regulatory requirement; 

(5) Businessexpensesnotdirectlyrelated to the provision of covered 
services. For example, expenses associated with the sale or purchase of a business or 
expenses associated with thesale or purchase of investments; 


(6) Politicalcontributions; 


and
(7) Depreciation amortization of unallowablecosts,including 
amounts in excess of those resultingh m the straight line depreciation method; capitalized 

lease expenses, less any maintenance expenses,
in excess of the actual lease payment; and 

goodwill or any excess above the actual of the physical assets
at the time of purchase. 
Regarding the purchase be the lesserof the historicalof abusiness, the depreciable basis will 
but not depreciated cost to the previous owner, or the purchase price of the assets.Any 
depreciation in excessof thisamount is unallowable; 

(8) Tradediscountsandallowances of all types, includingreturns, 
allowances, andrefunds received on purchases of goodsor services. Theseare reductionsof 
costs to which they relate and thus, by reference,are unallowable; 
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(9)Donatedfacilities,materials,supplies,andservicesincludingthe 

valuesassignedtotheservicesofunpaidworkersandvolunteerswhetherdirectly or 
indirectly relatedto covered services, exceptaspermitted in 42 CFR Part 413; 

(10) Dues to alltypes of politicalandsocialorganizations,and to 

professional associations whose functionsand purpose are not reasonably related to the 

development and operation or the rendering of patient
ofpatient care facilities and programs, 

care services; 


(11) Entertainmentexpensesexceptthoseincurredforentertainment 
provided to the staff of the RHC as an employee benefit. An example of entertainment 
expenses is lunch during the provision of continuing medical education on-site; 

(12) Board of Director’s fees including travel costs and provided meals for 

these directors; 


(13) Finesandpenaltiesforviolations of regulations,statutes,and 
ordinances of all types; 

(14) Fund raising and promotional expenses except asnoted in paragraph 

(4) of this subsection; 


(15) Interest expenses on loans pertaining to unallowable items, such as 

investments. Also the interest expense on that portion
of interest paid whichis reduced or 

offset by interest income; 


(16) Insurance premiums pertainingto items of unallowable cost; 

(17) Any accrued expenses that are not a legal obligation
of the provider or 
are not clearly enumeratedas to dollar amount; 


(18) Mileage expense exceedingthe current reimbursement rate set by the 
federal government for its employee travel; 

(1 9) Cost for goods or services which are purchased fiom a related party 

and which exceed the original cost to the related party; 


(20) Out-of-state travel expenses not related to the provision of covered 

services, except out-of-state travel expenses for training courses which increaseofthe quality 

medical care and/or the operating efficiency
of the RHC; 
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(21)Over-fundingcontributions to self-insurance funds whichdonot 
represent payments based on current liabilities; 

(0 A visit is a face-to-face encounter between an RHC patient and a 
physician, physician assistant, advanced nurse practitioner, certified nurse-midwife, 
visiting nurse, or clinical nurse practitioner. Encounters withmore than one 
health professional and multiple encounterswith the same health professional that take 

place on the same day and at a single location constitute a single visit, except where one 

of the following conditions exist: 


(1) M e r the first encounter, the patient suffers illness or injury 

requiring additional diagnosis
or treatment; or 


(2) The RHC patient has a medical visit and an “other’,health visit. 

(g) A visit is a face-to-face encounter between anRHC patient and a 
physician, physician assistant, advanced nurse practitioner, certified nurse mid-wife, 
visiting nurse,or clinical nurse practitioner.An “othe? health visit includes, butis not 
limited to, a face-to-face encounter betweenan RHC patient and a clinical social worker. 

(h) Effective for each RHC’s fiscal year which includes dates of services 
occurring onor after October1,2001, subsequent increasesin an RHC’s PPS per visit 
rate or the effective rate be the rateof change in the Medicare Economic Index 
(MEI) for Primary Care. 

(i) The effective rate is the rate paid to the RHC for the current fiscal year. 
The effectiverate equals the base rate plus ME1 for each ofthe RHC’s fiscal years 
since thesettingof its PPS rate. The effectiverate shall be calculated at the start of each 
RHC’s fiscal year and shallbe applied prospectively for that fiscal year. 


(j) An adjustment shallbe made to the effectiverate if change is due to a 
change in scope. An RHC or the commission may request an adjustment of the effective 
rate equal toone hundred percent (100%) of reasonable costs the filing of a cost report 
and the necessary documentation to support a claim that theRHC has undergone a change 
in scope. A cost report, filedto request an adjustmentin the effective rate, may be filedat 
any time during an RHC’s fiscal year butno later than five ( 5 )  calendar months after the 
end of theRHC’s fiscal year. All requests for adjustmentin the RHC’seffectiverate 
must include at least6 months of financial data. Anyeffectiverate adjustment grantedas 
a result of such a filing be completed withinsixty (60) days of receipt of a workable 
cost report and documentation 

SUPERSEDES: NONE - NEW PAGE 
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supporting the RHC’s claim thatit has undergone a change
in scope. Within sixty (60) 
days of submitting a workable cost report, HHSCor its designee shall make a 

determination regarding a new effective rate.
The new effective rate shall become 

effective thefirst day of the month immediately following its determination.
All 

subsequent increases shallbe calculated usingthe adjusted effective rate. 


(k) Any request to adjust an effective rate must be accompaniedby 

documentation showing that the RHC has had a change
in scope. 


(1) A change in scope of services provided by an RHC includes the addition 
or deletionof a serviceor a changein the magnitude, intensityor character of services 
currently offered by an RHC A change in scope includes:or one of the RHC’s sites. 


(1) Increase in service intensity attributable to changesin the types of 

patients served, including but not limited to,
hivaidshomeless, elderly, migrant, other 
chronic diseasesor special populations; 

(2) Any changes in servicesor providermix provided by an RHC or 
one of its sites; 

(3) Changes in operating costs which have occurred during the fiscal 
year andwhich are attributableto capital expenditures including new service facilities or 
regulatory compliance; 

(4) Changes in operating costs attributable to changes in technology or 
medical practicesat the center; 

(5)  Indirectmedicaleducationadjustmentsandadirectgraduate 
medical education payment that reflects costs of providing teaching servicesto interns 
and residents; or 

(6) Any changes in scope approved by the Health Resources and 
Service Administration(HRSA). 

(m) A workablecostreportincludesthefollowing: 

(1) Forahospital-basedRHC,completeHCFAForm 2552 andHCFA 
Form 339 with Certification byan Officeror Administrator including: 

(A) M-1(Analysis of provider-basedRHCcosts). 
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